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Depreciation Under New Regulations 


By RAYMOND E. GRAICHEN 
(Philadelphia Office) 


There are innumerably more 
complex tax problems than depre- 
ciation, although perhaps there have 
been none more frustrating. This 
is because the statute provides that 
depreciation shall be represented by 
a “reasonable” allowance for ex- 
haustion, wear and tear, etc. The 
word “reasonable” connotes the 
existence of an area of plus and 
minus, no arbitrary compromise of 
which truly produces a more 
“reasonable” result. Nevertheless, 
many disputes have arisen in past 
years over the application of this 
term to particular situations. It is 
gratifying, therefore, to find that 
the new regulations are threaded 
with realism and a regard for the 
practical problems that are en- 
countered. The Service has done 
a commendable job. Although it is 
respectfully suggested in this article 
that there remain areas which 
require consideration, it will be 
noticed that they are secondary to 
the major work that has already 
been accomplished. 


DEFINITION OF DEPRECIATION 


The definition of depreciation by 
regulation remains unchanged. It 
is a simple, basic concept which 





speaks for itself. 
(1.67(a)—l1(a)): 


... that amount which should .be set aside 
for the taxable year in accordance with a 
reasonably consistent plan (not necessarily 
at a uniform rate), so that the aggregate of 
the amounts set aside, plus the salvage 
value, will, at the end of the estimated 
useful life of the depreciable property, equal 
the cost or other basis of the property... 


Depreciation is 


The definition sets forth the im- 
portant elements in connection with 
a determination of depreciation; 
namely, (1) cost or other basis of 
the property, (2) a reasonably con- 
sistent plan, (3) estimated useful 
life, and (4) salvage value. ‘“‘Esti- 
mated useful life’ and “salvage 
value” are of special significance. 


ESTIMATED USEFUL LIFE 


That depreciation is not exact or 
perfect is evident in the admonition 
that useful life is not necessarily 
determined by the physical life of 
an asset, or the life that statistics 
generally or of a particular indus- 
try may accord it. Rather it is 
(1.167(a)-1(b)): 


. .. the period over which the asset may 
reasonably be expected to be useful to the 
taxpayer in his trade or business or in the 
production of his income... 

(emphasis added) 
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It is now clear, and properly so, 
that the place to look for a de- 
termination of estimated useful life 
is the taxpayer’s own actual ex- 
perience. Bulletin F and industry 
statistics are merely guides. It is 
only when there is a lack of actual 
experience by the taxpayer that 
these guides should be resorted to. 
This is realism at work. Needless 
to say, it is erroneous for a taxpayer 
to use an estimated useful life of 
5 years for his business automobiles, 
for example, if his own actual 
experience indicates that he regu- 
larly trades in his business auto- 
mobiles every two years. (It is to 
be noted that this taxpayer would 
not be entitled to employ the 
declining balance or the sum-of- 
the-years-digits method of depre- 
ciation with respect to his auto- 
mobiles since the useful life of the 
automobiles to the taxpayer would 
be less than 3 years.) It is of 
course equally erroneous for a tax- 
payer to understate the useful life; 
that is, he has no right to use 
generally an estimated five-year 
useful life if his actual experience 
discloses a useful life of ten years 
and there are no extenuating cir- 
cumstances. 

If it is desired to determine 
depreciation on an individual item 
basis then it is necessary to esti- 
mate the useful life of each indi- 
vidual item. This would be true 
even in cases where there are many 
identical or similar items. It is 


possible that identical or similar 


items will have the same useful 
life, but if that useful life is deter- 
mined by reference to the average 
useful life of any group of items as 
a whole, regardless of whether the 
items are identical, similar, or 
otherwise, then the individual item 
accounts, even though depreciated 
separately, will be subject to the 
rules governing group or composite 
accounts with respect to which an 
average useful life is employed. 
In the case of a group or composite 
account, a taxpayer may use an 
average useful life or the useful life 
of the longest-lived asset in the 
account. The average useful life 
application is in widespread use 
whereas the use of the longest 
useful life is seldom encountered. 

Estimated useful life is subject to 
revision. It may be lengthened, or 
shortened, in any taxable year 
based on the facts and circum- 
stances existing at the close of that 
year. This is true whether depre- 
ciation is determined on the basis 
of individual item accounts, group 
accounts, or composite accounts, 
and regardless of the depreciation 
method in use. Some of the factors 
which should be considered both in 
setting the original estimated useful 
life and in making revisions thereof 
are: (1) wear and tear and decay 
or decline from natural causes; 
(2) the normal progress of the art, 
economic changes, inventions and 
current developments within the 
industry and the taxpayer’s trade 
or business; (3) the climatic and 
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other local conditions peculiar to 
the taxpayer’s trade or business; 
(4) the taxpayer’s policy as to 
repairs, renewals, and replacements; 
and (5) with respect to group and 
composite accounts, the rate, tim- 
ing and type (normal or abnormal) 
of retirements. 

With respect to composite 
accounts in particular, the regula- 
tions provide (1.167(a)—7(d)): 

In .. . composite accounts the average 
useful life and rate shall be redetermined 
whenever additions, retirements, or replace- 


ments substantially alter the relative pro- 
portion of types of assets in the accounts... 


It is important to note that the 
alteration of the proportions must 
be substantial for this provision 
to operate. 


SALVAGE VALUE 


Salvage value is the amount 
realizable by the taxpayer upon 
the retirement of an asset at the 
end of its useful life. However, for 
depreciation purposes it must be 
determined years in advance of its 
realization. Under this circum- 
stance, it cannot be any more than 
an estimate, but that estimate must 
be reasonable in the light of the 
taxpayer’s past experience. By 
comparing salvage proceeds with 
the gross cost of retirements for a 
substantial period an historical ratio 
can be computed. If necessary, 
adjustment can and should be 


made for known factors not con- 
sidered or taken into account in 
the historical determination. 





The amount of salvage value will 
vary according to various consider- 
ations, including the retirement 
policies of the taxpayer. If a tax- 
payer customarily does not dispose 
of his assets until they are physically 
and economically exhausted, sal- 
vage value means scrap or junk 
value. On the other hand, if a 
taxpayer regularly retires his assets 
at a fixed interval even though 
at the time of the retirement the 
assets are in good operating condi- 
tion, salvage value will ordinarily 
represent a substantial amount in 
relation to the original cost or 
other basis. During the useful life 
of an asset, salvage value is not 
subject to change because of tem- 
porary fluctuations in values. How- 
ever, if at any point it becomes 
reasonably certain that the salvage 
value originally estimated is not 
realistic it is subject to revision 
at that time. 

Salvage value may be taken into 
account at gross or at net value, 
net value meaning estimated gross 
salvage value less estimated costs 
of removing retired assets. Which- 
ever method is selected with respect 
to a depreciation account must be 
consistently followed with respect 
to that account for all purposes 
including retirements. If salvage 
value is accounted for at gross, 
the gross salvage proceeds from a 
retirement, the gross cost of which 
is properly chargeable to the de- 
preciation reserve, represent a credit 
to the depreciation reserve. Re- 
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moval costs would ordinarily be a 
proper deduction in determining 
taxable income. If, on the other 
hand, the net salvage value 
approach is employed, the net 
salvage proceeds would be a credit 
to the depreciation reserve and 
removal costs would not ordinarily 
be a proper deduction in determin- 
ing taxable income. In the instance 
where the removal costs exceed the 
salvage proceeds, the excess of the 
removal costs may be a proper 
deduction in determining taxable 
income if such an excess was not 
contemplated in setting the net 
salvage value for the asset account. 
It is important to note that the 
new regulations provide that re- 
gardless of the depreciation method 
in use, salvage value must be taken 
into account in one or more of 
three ways; i.e., (1.167(a)-1(c)): 


. Salvage value must be taken into 
account in determining the depreciation 
deduction either by a reduction of the 
amount subject to depreciation, or by a 
reduction in the rate of depreciation, but in 
no event shall an asset (or an account) be 
depreciated below a reasonable salvage 
value... 


Specifically, in the case of straight- 
line depreciation, salvage value may 
be taken into account in one of 
two ways, either by a reduction in 
the amount subject to depreciation, 
or by a reduction in the deprecia- 
tion rate. In the case of the sum- 
of-the-years-digits depreciation, the 
new regulations provide that salvage 
value must be taken into account 
by reducing the amount subject to 


depreciation. In the case of the 
declining balance method, no sal- 
vage value is taken into account 
either in determining the deprecia- 
tion rate or in determining the 
amount of depreciable basis to 
which the rate is applied. Applic- 
able in all cases, however, whether 
it be straight-line, declining balance 
or sum-of-the-years-digits deprecia- 
tion, is the limitation that deprecia- 
tion allowances may not reduce the 
cost or other basis to less than a 
reasonable salvage value. To quote 
the new regulations (1.167(a)-1(a)): 


... Anasset shall not be depreciated below 
a reasonable salvage value under any 
method of computing depreciation . . . 


It is this limitation which will ma- 
terially reduce the occasions and 
amounts of capital gain on short- 
lived assets to which declining 
balance or sum-of-the-years-digits 
depreciation methods have been 
applied. 

The taking into account of sal- 
vage value by reducing the depre- 
ciation rate appears to be per- 
missible only in the case of the 
straight-line depreciation method 
and only when the rate is expressed 
as a percentage. For example, 
assume that an asset with a useful 
life of 10 years has an estimated 
salvage value equal to 20 per cent 
of the original cost. The percentage 
depreciation rate before taking into 
account salvage value is 10 per 
cent. The rate after taking into 


account salvage value is 8 per cent 
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(10% less (20% x 10%)). An 8 per 
cent rate is the equivalent of a 
121%-year life, and it would appear 
that the amount of depreciation 
determined by dividing net cost 
by the remainder of 12% original 
years would be the same as applying 
8 per cent to gross cost. If the 
result if the same, it would appear 
that mechanics should be of no 
consequence. Under the circum- 
stances it is respectfully suggested 
that taxpayers who depreciate by 
reference to remaining years of life, 
when it is practicable to do so, 
should be permitted to account for 
salvage value by proportionately 
increasing the remaining years of 
life. Since the result sought in 
either case is “reasonable” depre- 
ciation, it is believed that this sug- 
gestion is in the spirit of the statute. 
It is believed that the adjustment 
of the remaining life factor to 
account for salvage value might be 
especially helpful in the case of the 
sum-of-the-years-digits method, 
since under that method deprecia- 
tion is permissible only on the basis 
of a remaining life approach, except 
in cases where special permission to 
use some other method is obtained. 
This would avoid the necessity of 
reducing cost or other basis by 
salvage value in order to obtain 
the amount subject to depreciation 
when this depreciation method is 
used. 

None of the new regulations with 
respect to salvage value represent 
any material departure from prior 


policies of the Service. They appear 
logical, fair, and grounded in the 
statute. 


DEPRECIABLE PROPERTY ACCOUNTS 


Depreciable property may be 
accounted for, and depreciation 
taken, on the basis of: (1) an indi- 
vidual item account; (2) a group 
account; or (3) a composite account. 
(The regulations speak of.a “‘classi- 
fied’’ account. However, such an 
account appears only to be a re- 
finement of the composite account.) 
All three types of accounts may be 
in use at the same time with respect 
to different assets. An individual 
item account has reference to de- 
preciation computed with respect 
to each individual item of depre- 
ciable property. Each individual 
item is an account, its cost or other 
basis, its useful life and deprecia- 
tion rate, and salvage value being 
separately determined and accounted 
for. A group account refers to the 
grouping of assets similar in kind 
with approximately the same useful 
lives. A composite account refers 
to the combination into one account 
of assets without regard to their 
character or useful lives. Group or 
composite accounts may be further 
broken down on the basis of loca- 
tion, dates of acquisition, cost, 
character, use, etc. To use the 
words of the new regulations 
(1.167(a)—7(c)): 


... A taxpayer may establish as many 
accounts for depreciable property as he 
desires... 
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It is clear that group or composite 
accounts may be maintained on the 
basis of any two or more items of 
property, and a group or composite 
account once established is not 
required to be supplemented or 
increased by additions of similar 
assets in the same year or in sub- 
sequent years. In this latter respect, 
the new regulations provide 
(1.167(b)-O(c)): 


... In the case of group... or composite 
accounts, any method may be selected for 
each account. Such method must be applied 
to that particular account consistently 
thereafter but need not necessarily be 
applied to acquisitions of similar property 
in the same or subsequent years, provided 
such acquisitions are set up in separate 
accounts... 


The freedom of selecting one’s 
accounts is in the spirit of the 
statute and is most desirable. How- 
ever, a word of warning is in order, 
particularly with respect to com- 
posite accounts. It is the “mix” of 
property in each account that de- 
termines the composite useful life 
and depreciation rate. It should 
not be taken for granted that the 
useful life and depreciation rate 
of one composite account would 
apply per se to another similar 
composite account. For example, 
if a taxpayer elects a composite 
account for each year’s additions 
of all property, it is unlikely that 
the composite useful life or depre- 
ciation rate for one year would be 
the same as that for another year. 
The reason of course is that it is 


unlikely that the additions of any 
two years would be precisely the 
same in quantity, character, etc. 
If, nevertheless, a taxpayer were 
to use the same composite useful 
life or depreciation rate for each 
year’s composite account, it is 
probable that the Internal Revenue 
Service would hold that taxpayer 
has a single composite account; 
that is, a composite account to 
which each year’s additions are 
added and accumulated. 

With respect to individual item 
accounts the regulations at 
1.167(a)-8(d), relating to retire- 
ments, point out rather clearly that 
it will be to no avail to maintain 
individual item accounts if an aver- 
age useful life of the items is used 
for each account. In such cases it 
is obvious that the form is not 
representative of the substance and 
fact. In substance and fact the 
individual item accounts repre- 
sent a group or composite asset 
account or accounts depreciated on 
the basis of average useful life, and 
under these circumstances certain 
losses on normal retirements would 
not be deductible. However, this 
does not mean that a taxpayer 
cannot properly use the individual 
item basis with respect to like or 
similar items. It would seem that 


an accurate determination by the 
taxpayer of useful life of an indi- 
vidual item is not impossible, and 
where individual item accounts are 
selected and it can be shown that 
useful life for each item was deter- 
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mined by reference to the individual 
characteristics, use, etc., of the 
item, the individual item account 
selection should be recognized for 
all purposes including losses on 
retirements. (See Montgomery, 36th 
Edition, Part 8-20.) It is imma- 
terial, it would appear, that a tax- 
payer has few or many items of 
depreciable property. 

It is provided that depreciation 
may in appropriate cases be credited 
directly to the depreciable property 
account itself. However, if depre- 
ciation reserves are maintained they 
should be maintained separately for 
each depreciable property account. 
If separate depreciation reserves 
are not maintained for each de- 
preciable property account, a valid 
question could well be raised as to 
just what type of account is in use. 

Where book and tax depreciation 
are not the same, it should be noted 
that the regulations call for a per- 
manent and continuing reconcilia- 
tion of the differences (1.167(a)- 


7(c)): 


... In the event that reserves for book 
purposes do not correspond with reserves 
maintained for tax purposes, permanent 
auxiliary records shall be maintained with 
the regular books of account reconciling 
the different methods of depreciation, bases, 
rates, salvage, or other factors... 


It would appear that if practicable 
a reconciliation in the tax return 
itself will amply satisfy this re- 
quirement. 


RETIREMENT OF DEPRECIABLE 
PROPERTY 


The new regulations spell out 
the circumstances under which gain 
or loss are recognized with respect 
to retirements, and the basis upon 
which the gain or loss is computed. 
However, whether or not a gain or 
loss is recognized depends upon 
several factors; namely, form of 
retirement, the reasons therefor, 
and whether the retirement is from 
an individual item, group or com- 
posite account. A retirement may 
take the form of a sale, exchange, 
abandonment, or other disposition. 
On the other hand, a taxpayer may 
retire an asset without disposing of 
it; that is, for example, it may be 
withdrawn from use and placed 
in a supplies inventory account for 
reissue, or it may be set aside as 
scrap. In any case, all retirements, 
regardless of their form, fall into 
one of two categories, normal re- 
tirements or abnormal retirements. 
A normal retirement may be de- 
scribed as follows (1.167(a)-8(b)): 


. a retirement is considered normal if 
made within the range of years taken into 
consideration in fixing the depreciation rate 
and if the asset has reached a condition at 
which, in the normal course of events, the 
taxpayer customarily retires similar assets 
from use in his business . . . 


By contrast an abnormal retire- 
ment is described (1.167(a)-8(b)): 


. .. On the other hand, a retirement may 
be abnormal if the asset is withdrawn at an 
earlier time or under other circumstances, 
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as, for example, when the asset has been 
damaged by casualty or has lost its use- 
fulness suddenly as_ the result of extraor- 
dinary obsolescence. 


With respect to normal versus 
abnormal retirements, the regula- 
tions state (1.167(a)-8(b)): 


. . . In general a retirement shall be con- 
sidered to be a normal retirement unless the 
taxpayer can show that the withdrawal of 
the asset was due to a cause not contem- 
plated in setting the applicable depreciation 
rete... 


It may appear from this regulation 
that a taxpayer might elect to 
treat an abnormal retirement as a 
normal retirement, by not attempt- 
ing to show that the cause of the 
retirement was a cause not con- 
templated in setting the deprecia- 
tion rate for the group or composite. 
However, such is probably not the 
case. As in the past, the taxpayer 
must continue to be vigilant in 
recognizing an abnormal retire- 
ment and reporting a gain or loss 
thereon in the year in which it 
occurs. If he fails to report a loss 
on an abnormal retirement and 
instead charges the loss to his 
depreciation reserve, he may con- 
ceivably lose any tax benefits there- 
from when, years later, his earlier 
charge against the reserve is prop- 
erly reversed by the Service. 


(Retirements involving no disposition 
of assets) 
Gain is not recognized in any in- 
stance where the asset retired is not 
actually disposed of. Such retire- 


ments are those in which the asset 
is withdrawn from service and 
placed in a supplies inventory or 
transferred to the scrap account. 
It is important to note that if in 
fact the asset or assets are held as 
supplies or scrap, the retirement 
has occurred regardless of whether 
or not it has been formally recorded 
on the books in the supplies or 
scrap account. When the retire- 
ment on which gain is not recog- 
nized is recorded, the adjusted 
basis of the asset is transferred to 
the supplies, scrap, or other appro- 
priate account on the books. (See 
adjusted basis rules set forth here- 
inafter.) However, loss is recog- 
nized except in the case where the 
retirement is ‘“‘normal’’ retirement 
from a group or composite account 
with respect to which average useful 
life has been employed. Where loss 
is recognized the loss is the amount 
by which the adjusted basis of the 
asset exceeds its fair market value. 
The fair market value of the asset 
is recorded in the supplies, scrap, or 
other appropriate account on the 
books. In the case of a normal 
retirement on which loss is not 
recognized, the retirement is re- 
corded on the books by a transfer 
of the adjusted basis of the asset 
to the appropriate supplies, scrap, 
or other account. (See adjusted 


basis rules set forth hereinafter.) 
It is important to note that if a 
taxpayer is depreciating an indi- 
vidual item account by reference 
to an average useful life, the loss 
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on the “‘normal’’ retirement of such 
an account without disposition will 
generally fall under the rules stated 
above with respect to group or 
composite accounts for which an 
average useful life was employed; 
that is, a loss will not be recognized. 
In this instance, however, a special 
rule provides for the recovery of 
such a loss by way of amortization. 


(Retirements involving a disposition 
of assets) 


It is now specifically provided by 
regulation that gain or loss from 
a retirement made by way of a sale, 
exchange or abandonment shall, sub- 
ject to other provisions of law relating 
to involuntary conversions, eic., be 
recognized. This rule applies regard- 
less of whether an individual, group 
or composite account is in use and 
regardless of whether the retirement 
is a normal or abnormal retirement. 
(However, for purposes of determin- 
ing gain or loss, see adjusted basis 
rules which follow.) 


(Adjusted basis of assets retired) 


Where individual item accounts 
are maintained and depreciation is 
claimed on the basis of the esti- 
mated useful life of the individual 
item and not on the basis of an 
average life, the adjusted basis at 
the time of the retirement is the 
unrecovered cost or other basis of 
the item at that time. Where 
group or composite accounts are in 
use and depreciation is determined 
by reference to the longest-lived 





asset, the adjusted basis of an item 
retired is its cost or other basis 
reduced by the amount of deprecia- 
tion that would have been allow- 
able had the item been depreciated 
on an individual item basis by 
reference to its own individual 
estimated useful life. In the case 
of group or composite accounts 
where depreciation is determined 
by reference to average useful life, 
the determination of adjusted basis 
depends upon whether the retire- 
ment is a normal retirement or an 
abnormal retirement. If the retire- 
ment is a normal retirement, the 
adjusted basis of the item is its 
salvage value estimated in deter- 
mining the depreciation deduction 
for the group or composite account. 
To quote the regulations (1.167(a)- 
8(c)(1)): 


... In the case of a normal retirement of an 
asset from a multiple asset account where the 
depreciation rate is based on average ex- 
pected useful life, the term ‘adjusted basis’ 
means the salvage value estimated in de- 
termining the depreciation deduction. . . 


This provision is consistent with 
the regulation that no asset shall 
be depreciated below its realizable 
salvage value. In theory a normal 
retirement occurs at the end of its 
useful life to the taxpayer and at 
that point there should be left 
undepreciated only the realizable 
salvage value of the asset. If the 
retirement is an abnormal retire- 
ment, the adjusted basis of the 
asset is its cost or other basis 
reduced by the amount of depre- 
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ciation that would have been allow- 
able had the item been depreciated 
on an individual item basis by 
reference to its average useful life. 
The regulations state (1.167(a)- 
8(c)(3)): 


... In the case of an abnormal retirement 
from a multiple asset account the adjust- 
ment for depreciation allowed or allowable 
shall be made at the rate which would 
have been proper had the asset been de- 
preciated in a single asset account .. . and 
using a rate based upon. . . the average 
expected useful life... of the asset... 


Presumably average useful life in 
this instance means average useful 
life of assets the same or similar to 
the asset retired. It does not mean 
average useful life for the group or 
composite account from which the 
asset was retired, unless such 
account consisted solely of the 
same or similar assets. 

In determining the depreciation 
applicable to an item retired from 
a group or composite account, the 
depreciation method used for the 
group or composite account should 
be applied. For example, if a retire- 
ment is made from a composite 
account which is depreciated on the 
declining balance method, then the 
declining balance method should be 
used in determining the deprecia- 
tion applicable to the retired item. 


(Consistent practices contrary to 
retirement rules) 
Where a taxpayer who employs 


group or composite accounts and 
has numerous acquisitions and re- 


tirements, in order to avoid un- 
necessarily detailed accounting of 
retirements, consistently follows a 
practice which is contrary to the 
rules governing retirements, the 
practice may nevertheless be per- 
mitted if it does not distort income. 
The regulations in this respect pro- 
vide (1.167(a)-8(e)(2)): 


. if a taxpayer in order to avoid un- 
necessarily detailed accounting for indi- 
vidual retirements, consistently follows the 
practice of charging the reserve with the 
full cost or other basis of assets retired and 
of crediting it with all receipts from salvage, 
the practice may be continued so long as, 
in the opinion of the Commissioner, it 
clearly reflects income. Conversely, where 
the taxpayer customarily follows a practice 
of reporting all receipts from salvage as 
ordinary taxable income such practice may 
be continued so long as, in the opinion of 
the Commissioner, it clearly reflects in- 
come. 


TIMING OF DEPRECIATION 


It is well established that if a 
taxpayer fails to deduct allowable 
depreciation in any taxable year, 
he cannot thereafter obtain that 
allowable depreciation in another 
year. It is also well established 
that depreciation in general com- 
mences at the time an asset is 
placed in service and ends at the 
time the asset is retired from serv- 
ice. Where an asset is available for 
service prior to the actual in- 
service date it appears clear that a 
taxpayer may commence his de- 
preciation with the available-for- 
service date if depreciation in fact 
commenced at that time. This is 
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especially true with respect to con- 
struction projects, the completion 
of which covers a lengthy period 
of time, for the reason that sub- 
stantial amounts of costs in prog- 
ress may represent components 
which are actually available for 
service before the over-all project 
is completed and which actually 
sustain depreciation from the mo- 
ment they are available for service 
regardless of the actual in-service 
date. 

In the case of group and com- 
posite accounts, it is inherently 
impractical if not impossible to 
commence depreciation on a given 
date and to end it on the date of 
retirement with respect to indi- 
vidual items in the accounts. The 
new regulations realistically recog- 
nize this situation and provide that 
in the case of group and composite 
accounts, depreciation may be de- 
termined by averaging the opening 
and closing balances of the asset 
account (such averaging is referred 
to as an “averaging convention’’) 
(1.167(a)-10(b)): 


. .. depreciation is computed on the aver- 
age of the beginning and ending balances 
of the asset account for the taxable year... 


In other words, the opening and 
closing balances are added together 
and the total thereof is divided by 2. 
To this average is applied the de- 
preciation rate. The effect of this 
provision is to allow six months’ 
depreciation in the year of addition 
and six months’ depreciation in the 


year of retirement. Another aver- 
aging convention which may be 
used is one in which additions in 
the first half of the year are con- 
sidered to be additions as of the 
first day of the year, and additions 
during the last half of the year are 
considered to be additions on the 
last day of the year. As to the first 
half of the year additions, a full 
year’s depreciation would be allow- 
able. As to the additions in the 
second half of the year, depreciation 
would not commence until the first 
day of the following year. Under 
this averaging method, no depre- 
ciation would be allowable on 
retirements during the first half of 
the year but a full year’s deprecia- 
tion would be allowable on retire- 
ments during the last half of the 
year. It is, of course, required that 
an averaging be followed consist- 
ently from year to year. It is also 
provided, however, that if in any 
taxable year the circumstances are 
such that an averaging convention 
would be productive of a_ sub- 
stantially distorted depreciation 
allowance it may not be used 
(1.167(a)-10(b)): 


. .. In any year in which an averaging 
convention substantially distorts the de- 
preciation allowance for the taxable year, 
it may not be used... 


Averaging is permissible not only 
with respect to group and com- 
posite accounts, the depreciation 
for which is determined by refer- 
ence to a rate applied to gross 
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cost, but also with respect to group 
and composite accounts the depre- 
ciation for which is determined by 
reference to remaining cost, as in 
the case of accounts to which the 
declining balance or sum-of-the- 


Gross cost balance at the beginning of the year 
8 ee 
Normal retirement of a $200 item during the 
RN tian herh acta. ck nee ares 6:4 


Gross cost balance at the end of the year 


Total of opening and closing balances of gross 


Ayermme m= Total 2 eo nook cisco ccc enic cs 
Depreciation reserve at the beginning of the 
Normal retirement during the year 


INN is 5. 5.0. 5-00.60 5 Kascecwlenncae-o-e 


Depreciation reserve at the end of the year 
before current depreciation allowance...... 


Total of opening and closing depreciation re- 
WE CII oa o.oo) 5 ciciec stew di ece we asazeriie acess 


Average = Total + 2=........... 


Average remaining cost to which the depre- 
ciation rate is applied... ..............c0cee 


Because the regulations are silent 
on the subject, it might appear that 
the averaging of opening and closing 
balances is limited to group and 
composite accounts. Such is prob- 
ably not the case. If the averaging 
is permitted with respect to group 


years-digits depreciation methods 
are applied. Examples of the aver- 
aging of accounts to which the 
declining balance and sum-of-the- 
years-digits methods are applied 
are set forth as follows: 












































Declining Sum-of-the- 
Balance Years-Digits 
Method Method 
$1,000 $ 900 
200 180 
$ 800 $ 720 
$1,800 $1,620 
$900 $810 
$ 600 $ 650 
200 180 
400 470 
20 -_— 
$ 420 $ 470 
$1,020 $1,120 
510 560 
$390 


$250 


and composite accounts, and it is, 
then it would appear that it should 
be available as well with respect 
to individual item accounts. A half- 
year’s depreciation has been per- 
mitted in the past with respect to 
individual item accounts, and it 
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is probable that this practice will 
continue to be permitted. 

There is another situation which 
appears to merit mention. In 
many instances taxpayers com- 
mence depreciation on additions 
with the year following the year of 
addition, and end depreciation on 
retirements as of the close of the 
year of the retirement. In other 
words, in the year of addition no 
depreciation is claimed, and in the 
year of retirement a full year’s 
depreciation is taken. This method 
should be permitted in cases where 
its use is consistently followed. 


DEPRECIATION METHODS 


With the limitations indicated 
later, any reasonable method of 
computing depreciation may be 
selected with respect to each de- 
preciable property account, whether 
it be an individual item account, 
a group account, or a composite 
account. A different method may 
be used for each account if it is 
so desired. The only requirements 
are that (1) the depreciation be 
taken over the useful life of the 
account; (2) salvage value be con- 
sidered to the extent required; (3) 
the method selected be consistently 
applied with respect to the account; 
and (4) the amount of depreciation 
claimed in any taxable year be rea- 
sonable within the statutory limits 
hereinafter discussed. With one ex- 
ception a depreciation method once 
selected with respect to an account 
may not be changed without the 





permission of the Commissioner. 
The exception to this rule is that a 
taxpayer who has selected the de- 
clining balance method under the 
1954 I.R.C. may at any time with- 
out permission switch over to the 
straight-line method. 

Generally speaking all methods 
of depreciation which were accepted 
as productive of reasonable depre- 
ciation allowances under the 1939 
I.R.C. and regulations continue to 
be acceptable not only with respect 
to pre-1954 acquisitions but also 
with respect to acquisitions in 1954 
and subsequent taxable years. Such 
methods include the straight-line 
method, compound interest and an- 
nuity methods, and, under appro- 
priate circumstances, the unit of 
production method. The declining 
balance method with a rate limited 
to 150 per cent of the straight-line 
rate was permitted under the 1939 
I.R.C. and regulations. However, 
at that time it could only be used 
when permission was first obtained 
from the Commissioner. Because 
the declining balance method with 
a rate limited to 150 per cent of the 
straight-line rate was permitted 
under prior law and regulations 
without regard to whether the as- 
sets involved were brand new, re- 
built or secondhand, it is possible 
that with the limit of 150 per cent 
of the straight-line rate the method 
may be permitted with respect to 
additions of rebuilt and secondhand 
property acquired after 1953, even 
though accelerated depreciation 
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method under the 1954 Code may 
be used only for brand new assets. 
It would appear advisable, however, 
for a taxpayer to request permission 
to use the method where rebuilt or 
secondhand assets are involved. 


(General rules and election to use 
1954 Code depreciation methods) 


The straight-line method under 
the new regulations is applied in 
the same manner as under the old 
regulations. Therefore, this method 
is not elaborated upon here. The 
declining balance method with a 
rate of up to 200 per cent of the 
straight-line rate, the sum-of-the- 
years-digits method, and the “any 
other consistent method” provided 
under the 1954 I.R.C. are applicable 
only with respect to assets having 
a useful life of 3 or more years. 
Assets with a useful life of less than 
3 years may not be included in 
group or composite accounts to 
which these depreciation methods 
are applied. In addition, these 
methods apply only with respect to 
additions after December 31, 1953, 
of new property, new property 
meaning property which never be- 
fore its acquisition by the taxpayer 
was subject to depreciation. How- 
ever, the methods may be used for 
capital expenditures in connection 
with the rebuilding or recondition- 
ing by a taxpayer of used property. 
Each of these methods accelerates 
depreciation in the early years of 
useful life. 





These depreciation methods may 
be adopted without permission and 
no formal election is required. A 
taxpayer need only compute the de- 
preciation under the selected method 
for the taxable year in which the 
property may first be depreciated 
by him. However, in order to give 
taxpayers the benefit of having 
considered the new depreciation 
regulations before they decide upon 
the use of any of these depreciation 
methods, the new regulations pro- 
vide that if a taxpayer has filed a 
return for any taxable year ending 
after December 31, 1953, he may 
nevertheless at any time on or 
before September 15, 1956, elect to 
use the new methods or change any 
election he may previously have 
made. The making of an election 
or the changing of an election in 
this instance is accomplished by the 
filing of an amended return (where 
additional taxis involved) or a claim 
for refund (where a refund of tax 
is involved). If a return required 
to be filed on or before September 
15, 1956, has not been filed, the 
taxpayer will of course make his 
elections in the return at the time 
it is filed prior to September 15, 
1956. 


(Declining balance method) 


This method is merely the appli- 
cation of up to twice the straight- 
line rate to the declining balance of 
the depreciable property account, 
the declining balance meaning the 
gross cost or other basis of the prop- 
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erty reduced by the amount of 
accumulated depreciation. The rate 
is a constant rate and is determined 
without reference to salvage value. 
The salvage value factor, although 
properly not taken into account in 
determining the depreciation rate of 
the amount subject to depreciation, 
is taken into account by the limita- 
tion which provides that in no case 
shall a depreciable property account 
be depreciated to less than the 
amount of a reasonable salvage 
value. Thus many “tails” will re- 
main constant until the asset ac- 
count is disposed of. If at any point 
the remaining years of usetul life of 
an account are determined to be 
substantially more or less than 
originally estimated or as last re- 
vised, the declining balance rate 
should be adjusted accordingly. The 
new rate is the rate that would 
apply to a useful life equal to the 
total of the number of years which 
have transpired up to the time of 
the change plus the number of re- 
maining years newly determined. 


(Sum-of-ihe-years-digits method) 


Under this method the determi- 
nation of depreciation is by reference 
to an annual fraction the numerator 
of which is the number of remaining 
years of useful life and the denomi- 


nator of which may be either a con- 
stant or a diminishing sum-of-the- 
years-digits depending upon whether 
depreciation is determined by ap- 
plying the rate to the gross depreci- 
able cost or to the remaining depre- 
ciable cost. The regulations require 
that under this method the cost or 
other basis must be reduced by 
estimated salvage value in deter- 
mining the amount subject to 
depreciation. As indicated previ- 
ously in this article, it would seem 
that in appropriate cases salvage 
value should be permitted to be 
taken into account by lengthening 
the useful life rather than by reduc- 
ing the amount subject to deprecia- 
tion. This could in many instances 
save a considerable amount of work 
which it is believed would not pro- 
duce any more of a “reasonable” 
depreciation allowance. 

In the case of individual item 
accounts, sum-of-the-years-digits 
depreciation may be determined 
either by applying the rate to the 
gross depreciable cost or to the 
remaining depreciable cost. The 
amount of depreciation is the same 
in either case. An example of the 
sum-of-the-years-digits fractions 
for a five-year useful life for each 
such application, assuming a half- 
year’s depreciation in the first year, 
is set forth as follows: 
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Depreciation rate applied to gross depreciable cost 


Year of 
Depreciation 





Rate 

Fraction Percentage 
5/15 x % (or 24%/15) 16.67% 
4144/15 30.00% 
344/15 23.33% 
2%/15 16.67% 
144/15 10.00% 
146/15 3.33% 
100.00% 





Depreciation rate applied to remaining depreciable cost 


Year of 
Depreciation 


It is interesting to note that under 
both applications the numerator of 
the fraction is always the number of 
remaining years of useful life. On 
the gross cost application the de- 
nominator remains constant at the 
amount of the sum-of-the-years- 
digits for the original years of useful 
life. In the case of the remaining 
cost application the denominator of 
the fraction for any year except the 
first is always the denominator of 
the fraction for the preceding year 
reduced by the numerator of the 
fraction for the same preceding year. 

Every number of years of re- 
maining useful life has a sum-of- 





Rate 
Fraction Percentage 
5/15 x % (or 24%/15) 16.67% 
444/12% 36.00% 
34/8 43.75% 
2%/4% 55.56% 
14/2 75.00% 
144/% 100.00% 


the-years-digits fraction equivalent, 
which may, of course, be expressed 
as a percentage. The regulations 
set forth an elaborate table of re- 
maining useful lives (Table I) with 
the sum-of-the-years-digits fraction 
equivalent expressed as a percent- 
age. It will be noted that in this 
table the remaining useful lives are 
refined to the extent of tenths of a 
year. Whether such a refinement is 
necessary in order to produce “‘rea- 
sonable” depreciation is open to 
question. However, the refinement 
appears necessary in view of the 
arithmetical formula which is sug- 
gested for use in determining re- 
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maining useful life with respect to 
group and composite accounts. 

In the case of group and com- 
posite accounts, the regulations pro- 
vide that the sum-of-the-years- 
digits method may be applied only 
on a remaining cost-remaining use- 
ful life basis (referred to as “re- 
maining life plan’’ in the regula- 
tions). The use of any other 
application of the method requires 
approval of the Commissioner. In 
connection with the determination 
of the remaining useful life for pur- 
poses of applying the sum-of-the- 
years-digits method, the regulations 
state (1.167(b)-3(b) (2) ): 


The proper application of this 
method requires that the estimated remain- 
ing useful life of the account be redetermined 
each year. This redetermination, of course, 
may be made each year by analysis, i.e., 
by determining the remaining lives for each 
of the components in the account, and 
averaging them. The estimated remaining 
life of any account, however, may also be 
determined arithmetically. For example, it 
may be computed by dividing the un- 
recovered cost or other basis of the account 
as computed by straight line depreciation, 
by the gross cost or other basis of the 
account and multiplying the result by the 
average life of the assets in the account... 


Remaining life is, of course, a 
question of many facts which can- 
not be accounted for in an arith- 
metical formula. Therefore, if the 
arithmetical formula is used by a 
taxpayer, the taxpayer should not 
assume that the formula will, with- 
out change of the actual average 
useful life and straight-line rate, be 





productive year after year of the 
true remaining useful life. The re- 
maining contents of an account 
must periodically be surveyed re- 
gardless of the depreciation method 
in use. 

Whenever the facts indicate that 
the remaining useful life of an ac- 
count based on the life as originally 
set or last revised is substantially 
incorrect, the remaining useful life 
should be changed. In making such 
a change where the sum-of-the- 
years-digits method is used, the 
account should be considered as a 
brand new acquisition at the time 
of the change. That is, at the time 
of the change the gross cost and 
depreciation reserve are netted, and 
depreciation commences anew on 
the basis of the sum-of-the-years- 
digits fractions and/or percentages 
applicable to the newly revised re- 
maining useful life. 


(“Any other consistent method’ ) 


This method of depreciation pro- 
vided by the 1954 I.R.C. is a cover- 
all provision intended to permit 
other depreciation methods which 
produce depreciation allowances at 
no greater acceleration than is per- 
mitted under the declining balance 
method at 200 per cent of the 
straight-line rate. Specifically, the 
rule is that any other consistent 
method will be permitted provided 
that during the first two-thirds of 
the useful life of the asset the ac- 
cumulated depreciation charges do 
(Continued on page 29) 
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United States Income Tax Aspects of Employ- 
ment of U. S. Citizens in Foreign 
Countries and Puerto Rico 


By ARTHUR WITTENSTEIN 
(New York Office) 


COMPENSATION FOR SERVICES RENDERED IN FOREIGN COUNTRIES 


Earned Income Exclusion: A citi- 
zen of the United States who re- 
ceives compensation for services 
rendered in a foreign country or 
countries may, under certain cir- 
cumstances, exclude such compen- 
sation from gross income for U. S. 
income tax purposes subject to cer- 
tain conditions. The exclusion may 
be different as between citizens who 
establish a bona fide residence in a 
foreign country and citizens who 
are present in a foreign country 
without establishing residence. No 
deduction is allowed on the U.S. 
tax return for expenses directly re- 
lated to the production of the ex- 
cluded income, but personal items 
such as medical expense and real 
estate taxes on a residence may be 
deducted under the general rules. 

Residence in a Foreign Country: 
If a citizen establishes that he is a 
bona fide resident of a foreign coun- 
try or countries for an uninterrupted 
period which includes an entire 
taxable year, all earned income re- 
ceived for services rendered abroad 
attributable to the period of for- 
eign residence is excluded from gross 


income under section 911 (a) (1) of 
the Internal Revenue Code. The 
time and place of receipt are im- 
material so long as the services are 
rendered abroad. Possessions of the 
United States, such as Puerto Rico, 
the Virgin Islands and the Panama 
Canal Zone are not considered for- 
eign countries for purposes of the 
residence test. 

What constitutes the establish- 
ment of bona fide residence in a 
foreign country is discussed in Rev- 
enue Ruling 55-171 (1955-1 C. B. 
80) as follows: 


No specific rule can be stated for deter- 
mining whether a United States citizen is a 
bona fide resident of a foreign country, since 
it involves his intentions with respect to the 
length and nature of his stay. The intention 
of the taxpayer to establish a bona fide 
residence in a foreign country may be evi- 
denced by words and acts, but where they 
conflict, more emphasis will be placed on 
the acts than on the words. Generally, a 
citizen who goes to a foreign country for a 
definite purpose, which is of a temporary 
nature, and who returns to the United 
States after it has been accomplished, is 
not a bona fide resident of such foreign 
country. However, if his purpose is of such 
a nature that an extended and indefinite 
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stay may be necessary for its accomplish- 
ment, and to that end he establishes resi- 
dence in the foreign country, he may be a 
bona fide resident of such foreign country 
for Federal income tax purposes. For 
example, American citizens who go to 
foreign countries to work on construction 
projects, which are obviously of a temporary 
nature, cannot be classified as bona fide 
residents of such countries even though they 
remain abroad for an entire taxable year or 
longer. . . . However, citizens of the United 
States who are permanently assigned to 
foreign divisions of business concerns and 
who establish and maintain their residence 
in a foreign country or countries for a period 
of indefinite duration may be classified as 
bona fide residents of a foreign country or 
countries. 

Once bona fide residence in a foreign 
country or countries has been established, 
temporary visits to the United States or 
elsewhere on vacation or business trips will 
not necessarily deprive the citizen of his 
status as a bona fide resident of a foreign 
country. Such absences must not be 
unreasonable in length, there must be full 
intention on the part of the individual to 
return to his foreign post, and there must 
be substantial evidence that the fofeign resi- 
dence has not been relinquished. Long 
periods of time spent in the United States 
or any possessions thereof would be con- 
sidered as evidence that the citizen had 
relinquished bona fide residence in a foreign 
country. 


While a trip to the United States 
or elsewhere may not affect the 
status of an individual as a resident 
of a foreign country, compensation 
for personal services rendered within 
the United States on the occasion 
of such a trip is fully subject to 
U.S. tax. However, compensation 
for services rendered outside the 
United States during a temporary 


absence from the foreign country 
of residence is not subject to U.S. 
tax. The exclusion from gross in- 
come applies whether such services 
are rendered in another foreign 
country, or in a possession of the 
United States. 

The requirement that the indi- 
vidual must be a resident of a 
foreign country or countries for an 
uninterrupted period which includes 
an entire taxable year may be illus- 
trated by the following examples: 


(1) A,aU.S. citizen who reports his income 
on the calendar year basis, takes up 
residence in France on January 5, 1956 
and resides there without interruption 
until December 31, 1956, when he re- 
turns to the United States. Since the 
period of foreign residence does not in- 
clude an entire taxable year, no ex- 
clusion is available. 


(2) Same as (1), except that A’s residence 
terminates on December 29, 1957. No 
exclusion is available on the basis of 
residence since the period of foreign 
residence does not include an entire 
taxable year. 


(3) Same as (1), except that A’s residence 
commences on December 1, 1956 and 
terminates on January 31, 1958. Since 
A is a foreign resident for an uninter- 
rupted period which includes his entire 
taxable year 1957, all compensation re- 
ceived by him attributable to the 
fourteen-month period of foreign resi- 
dence is exempt from U. S. tax. 


Presence in a Foreign Country: 
Citizens of the United States who 
cannot meet the foreign residence 
requirements may still, under sec- 
tion 911 (a) (2) of the Code, exclude 
income earned for services rendered 
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abroad from gross income, provided 
they are present in a foreign country 
or countries for a total of 510 full 
days (approximately seventeen 
months) out of a period of eighteen 
consecutive months. In such case, 
however, the exclusion cannot ex- 
ceed $20,000 for a taxable year, or 
if the eighteen-month period in- 
cludes only part of a taxable year, 
the proportionate part of $20,000 
which the number of days in the 
eighteen-month period within the 
taxable year bears to the total num- 
ber of days in such taxable year. 
As in the case of residence, a 
possession of the United States is 
not considered a foreign country for 
purposes of meeting the presence 
test, although income earned in a 
U. S. possession at any time during 
a period of eighteen consecutive 
months in which there were 510 
days of foreign presence would be 
excludable from U. S. gross income. 
For example, if a U. S. citizen takes 
up employment in Venezuela on 
January 1, 1956 and remains there 
until June 30, 1957, except for a 
two-week business trip to Puerto 
Rico during that period, all of the 
income earned during the eighteen- 
month period will be exempt from 
U. S. tax because the individual will 
have been present in a foreign 
country (Venezuela) for more than 
510 days in the eighteen-month 
period and all of the compensation 
earned during the eighteen-month 
period will have been for services 
rendered outside the United States. 


If, say, three months were spent in 
Puerto Rico during the January 1, 
1956-June 30, 1957 period and the 
individual returned to the United 
States at the end of the period, no 
part of the compensation for services 
rendered abroad during such period 
would be excludable since less than 
510 days would be spent in a foreign 
country. Only if the individual were 
considered a bona fide resident of 
Venezuela for the eighteen-month 
period, assumed to cover his entire 
1956 taxable year, could the amounts 
earned abroad during such eighteen- 
month period (including the three 
months in Puerto Rico) be excluded 
from gross income. 

The 510 “‘full days” during which 
an individual must be physically 
present in a foreign country or 
countries in order to qualify for the 
exclusion must be continuous peri- 
ods of twenty-four hours commenc- 
ing from midnight and ending with 
the following midnight. If an indi- 
vidual travels over international 
waters from one place in a foreign 
country to another place in the same 
country, or to a place in another 
foreign country, and if such travel 
extends over a period of less than 
twenty-four hours and does not in- 
volve travel within the United States 
or any U. S. possession, the indi- 
vidual is deemed not to be outside 
a foreign country during the period 
of such travel. It apparently makes 
no difference whether such travel is 
by ship or air. If an individual sails 
from Italy at 10 P.M. on July 20 
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and arrives in France at 7 A.M. on 
July 22, three days are lost for pur- 
poses of the 510-day computation. 

The exclusion from gross income 
applies to any period of eighteen 
consecutive months during which 
the individual satisfies the 510-full- 
day requirement, even though such 
period constitutes a part of a longer 
period of presence in a foreign coun- 
try or countries. The eighteen- 
month period need not necessarily 
commence with the day of arrival 
in a foreign country, nor terminate 
with the day of departure therefrom. 
Thus, if the 510 days are consecu- 
tive, the individual may meet the 
eighteen-month requirement by in- 
cluding the month before arrival or 
the month after departure or any 
combination of either. 

The eighteen-month rule may be 
further illustrated as follows: A citi- 
zen who arrives in a foreign country 
on January 1, 1956, and finally de- 
parts therefrom on April 30, 1958, 
may not be present in such country 
for 510 full days during the eighteen- 
month period commencing with 
January 1, 1956 and ending with 
June 30, 1957 because of his visits 
to the United States during such 
period. However, he may satisfy 
the 510-day requirement during the 
eighteen-month period commencing 
with March 14, 1956 and ending 
with September 13, 1957. In such 
event, the exclusion will apply to 
income attributable to the latter 
period, but not to income attribu- 
table to the period commencing with 


January 1, 1956 and ending with 
March 13, 1956. 

As indicated above, the maximum 
amount excludable for each taxable 
year is $20,000 where the exclusion 
is based upon presence in a foreign 
country or countries. Where only a 
part of a taxable year is included in 
the eighteen-month period, the 
$20,000 amount is scaled down pro- 
portionately. The application of the 
maximum exclusion rule may be 
illustrated as follows: 

Assume that A, a U. S. citizen 
who is compensated at a rate in 
excess of $20,000 a year, is present 
in England beginning October 1, 
1956 and remains there without in- 
terruption until June 30, 1958, a 
period of 21 months. The maximum 
exclusion for the calendar year 1957 
is $20,000. The maximum exclusion 
for 1956 is understood to be approx- 
imately 4/12 of $20,000. Since A 
will have been in a foreign country 
for 510 consecutive days commenc- 
ing with October 1, 1956, his 
eighteen-month period of foreign 
presence may be considered to have 
commenced approximately one 
month prior to his actual arrival. 
The inclusion of this additional 
month as part of the eighteen-month 
period increases the number of days 
in the numerator of the fraction (the 
denominator being 365 or 366) which 
is applied to the $20,000 amount to 
determine the excludable portion of 
$20,000. Actually, for the purpose 
of determining the exact number of 
days in the numerator, the eighteen- 
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month period will be counted back 
by months from the time 510 con- 
secutive days of foreign presence are 
first completed. From the earlier 
date so arrived at the number of 
days in 1956 to December 31, 1956 
will be counted. It may be seen that 
the number of days in the numerator 
will exceed by a few the number of 
days from September 1 to Decem- 
ber 31. For example, if 510 days of 
foreign presence are first completed 
on February 22, 1958, the eighteen- 
month period will be deemed to 
commence August 23, 1956. Similar 
rules would be operative with re- 
spect to the termination of the 
eighteen-month period in 1958. 

As in the case of foreign residence, 
the place of receipt of payment for 
services rendered abroad is imma- 
terial. However, the time when 
payment is made may have an im- 
portant bearing on the availability 
of the income exclusion where such 
exclusion is to be based on presence 
in a foreign country or countries, 
rather than residence. 

Under the rule relating to pres- 
ence in a foreign country, no part 
of the exclusion is available for any 
taxable year of an individual unless 
some part of the eighteen-month 
period falls within the taxable year. 
Therefore if an employee, presumed 
to be on the cash basis and calendar 
year for income tax reporting, re- 
ceives payment for services rendered 
abroad in a year subsequent to the 
year in which the eighteen-month 
qualifying period was terminated, 


the amounts received are fully tax- 
able. If, for example, the U.S. 
citizen with a qualifying period of 
foreign presence ending December 
28, 1957 receives some portion of 
his compensation for services ren- 
dered abroad during such period in 
1958 such compensation is taxable 
income to him in 1958 and no ex- 
clusion is available in computing his 
U. S. tax liability for that year. 

Moreover, where the qualifying 
period ends in the year of payment, 
the exclusion for the taxable year 
is limited to the portion of $20,000 
which the number of days in the 
eighteen-month period within the 
taxable year bears to the total num- 
ber of days in such year. There- 
fore, if an individual whose eighteen- 
month period expires, say, on Janu- 
ary 5, 1958, receives payment in 
1958 for services rendered abroad 
during 1957, his exclusion is limited 
to 5/365 of $20,000. 

Considerable care with respect to 
the timing of payments to employees 
qualifying under the foreign pres- 
ence rules must accordingly be 
exercised. 


RESIDENCE IN PUERTO RICO 


An individual U.S. citizen who 
is a bona fide resident of Puerto 
Rico during an entire taxable year 
may exclude income derived from 
Puerto Rican sources from his in- 
come subject to U.S. tax under 
Internal Revenue Code section 933. 
Unlike the rules relating to the for- 
eign country exclusions, the exclu- 
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sion in this case applies not only to 
earned income but to dividends, in- 
terest, etc., derived from Puerto 
Rican sources. There is no maximum 
limitation on the amount exclud- 
able. Rules relating to deductions 
on the U.S. income tax return are 
the same as those applicable in the 
case of foreign country exclusions. 

In order for the Puerto Rican 
exclusion to apply, the individual 
must be a bona fide resident of 
Puerto Rico. Presence alone in 
Puerto Rico for any period will not 
qualify the individual for the ex- 
clusion. The rules relating to the 
establishment of bona fide residence 
in Puerto Rico are the same as 
those applicable to establishing resi- 
dence in foreign countries, discussed 
above. It should be noted, however, 
that where an individual who is a 
resident of Puerto Rico performs 
services outside Puerto Rico during 
his period of residence, no exclusion 
is available with respect to com- 
pensation for such services even 
though the services are rendered 
outside the United States. 

Unlike the rule applied in the 
case of an individual who is a bona 
fide resident of a foreign country 
for an entire taxable year, where 
the exclusion is applicable to the 
entire period of foreign residence, 
no exclusion is available for the 
taxable year in which an individual 
takes up residence in Puerto Rico, 
even if he remains in residence there 
throughout an entire taxable year. 
The same is true with respect to 


the taxable years of change of resi- 
dence from Puerto Rico except that 
if the individual has been a resident 
of Puerto Rico for a period of at 
least two years before the date on 
which he terminates residence there, 
the exclusion is available in the tax- 
able year of change with respect to 
income from Puerto Rican sources 
attributable to the residence period 
before the date of change.. 

While place of payment is im- 
material with respect to the indi- 
vidual resident in Puerto Rico, the 
time of payment, as may be seen 
from the preceding discussion, is 
most important. Since no exclusion 
is available to the individual for 
the year in which he takes up resi- 
dence in Puerto Rico, if payment 
for his services is deferred to a sub- 
sequent taxable year during which 
he is resident in Puerto Rico for 
the entire period, such deferred 
amount will qualify for the exclu- 
sion. It is likewise important, from 
the exclusion standpoint, that com- 
pensation be paid the individual 
during a period in which he is resi- 
dent in Puerto Rico for a full tax- 
able year rather than a year in 
which he changes his residence from 
Puerto Rico, unless he meets the 
two-year residence test which will 
qualify him for the exclusion. Even 
in that case, if payment is made 
subsequent to the year of change 
of residence, the exclusion may be 
lost. This point is doubtful. 

Where payments for services ren- 
dered are deferred to a subsequent 
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period, it is desirable that the em- 
ployee have no right to draw upon 
such amounts in the earlier year in 
order to strengthen his case against 
possible application of the “‘con- 
structive receipt” doctrine. Appli- 
cation of the constructive receipt 
rules would result in taxing the in- 
dividual as if he had actually re- 
ceived the income in the earlier year. 

There are no rules providing an 
exclusion from gross income in the 
case of residence or presence in the 
Virgin Islands. 


RETURNS, DECLARATIONS OF ESTI- 
MATED TAX, AND WITHHOLDING 
Returns: Ordinarily a citzen of 
the United States, wherever resi- 
dent, who has gross income of $600 
or more (other than income excluded 
by law) must file an individual U. S. 
income tax return. No return is 
required of an individual whose in- 
come is excluded from gross income 
on the basis of foreign residence or 
presence, or residence in Puerto 
Rico, as discussed above, if the in- 
dividual has less than $600 of in- 
cludible gross income. However, 
the statute of limitations with re- 
spect to the assessment of deficien- 
cies in tax does not commence to 
run until a return is filed. 

If a citizen employed in a foreign 
country has not been there long 
enough to qualify for an earned in- 
come exclusion at the time his 
income tax return is due to be filed, 
but expects to qualify subsequently 
on the basis of continued residence 


or presence, he must either include 
the compensation in his gross income 
and pay the tax due thereon, or 
obtain an extension of time for filing 
his return. If he elects to include 
the compensation in his gross in- 
come and pay the tax, he may, after 
he has met the statutory require- 
ments for exemption, file an 
amended return or a claim on Form 
843 for refund of any tax thus over- 
paid. In order that it be timely, the 
amended return or refund claim 
must be filed within three years 
from the time the return was re- 
quired to be filed (determined with- 
out regard to any extension of time) 
or two years from the time the tax 
was paid, whichever of such periods 
expires later. 

The foregoing may be illustrated 
by the following example: A U. S. 
citizen is a bona fide resident of a 
foreign country from November 1, 
1956 through January 31, 1958, dur- 
ing which period he performs per- 
sonal services abroad. He would be 
required to include in his 1956 re- 
turn, filed on the calendar year 
basis, all income for the year includ- 
ing the earned income received 
during the period November 1, 1956 
through December 31, 1956, since 
he would not have met the exclusion 
requirements as of the due date for 
filing the 1956 return. However, 
since the exclusion requirements 
would be met as of December 31, 
1957, he would then be entitled to a 
refund for the overpayment of tax 
resulting from the inclusion of the 
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earned income for the November 1- 
December 31, 1956 period. A claim 
on Form 843 or an amended return 
should then be filed. 

Citizens of the United States who, 
on April 15, are residing or traveling 
outside the United States are auto- 
matically allowed an extension of 
time until June 15 for filing the 
return for the preceding calendar 
year. A taxpayer who takes advan- 
tage of this extension must attach 
a statement to his return showing 
that he was residing or traveling 
outside the United States on the 
original due date, and he must pay 
interest at the rate of 6 per cent 
per annum on the unpaid tax, if any, 
from the due date until paid. 

An extension of time for filing 
income tax returns may be granted 
for more than six months (the maxi- 
mum period of extension generally 
permitted) in the case of citizens 
who are abroad. An individual de- 
siring an extension of time, in addi- 
tion to the two months automatically 
granted, for filing his return until 
after the completion of a qualifying 
period should make application 
therefor with the District Director 
of Internal Revenue with whom the 
return is required to be filed. The 
application must be in writing, 
properly signed by the taxpayer or 
his duly authorized agent and must 
be made before the due date (giving 
effect to previous extensions) for fil- 
ing the return with respect to which 
the extension is requested. The 
application should set forth the facts 


relied upon to justify the extension 
of time requested and should include 
a statement as to the earliest date 
the taxpayer expects to be in a 
position to determine whether he 
will be entitled to the exclusion. The 
District Director with whom the re- 
turn is required to be filed is the 
District Director for the district in 
which the taxpayer’s legal residence 
in the United States is located, or 
if he has no legal residence in the 
United States, the District Director 
of Internal Revenue, Baltimore 2, 
Maryland. 

Where the individual expects sub- 
sequently to complete a qualifying 
period and obtain the exclusion, it 
is generally advisable to apply for 
the extension of time for filing the 
return rather than to pay the tax 
and file a claim for refund later. 
Where, however, the taxpayer has 
other income for the year upon 
which a tax will have to be paid, the 
interest penalty can be avoided only 
if the taxpayer pays the tax on the 
original due date. It is believed that 
valid payment of tax may be made 
on the due date although an exten- 
sion of time for filing the return has 
been applied for or is in effect. 

The matter of returns discussed 
above in relation to a qualifying 
period would, of course, have no 
application to individuals resident 
in Puerto Rico since the exclusion 
rules differ in that case. 

Declarations of Estimated Tax: A 
citizen of the United States, wher- 
ever resident, is required to file a 
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declaration of estimated tax if his 
gross income (exclusive of income 
exempt from tax) can reasonably be 
expected to exceed amounts speci- 
fied in the Internal Revenue Code. 
Income which it is reasonable to 
believe will be excluded from gross 
income based upon residence or 
presence abroad need not be taken 
into account for declaration pur- 
poses. If it should develop, how- 
ever, that an individual as a result 
of transfer, death, etc., should fail 
to complete a qualifying period 
which he expected to complete, and 
upon which his instalment payments 
if any, under the declaration were 
based, with the result that the in- 
come excluded from the declaration 
became subject to U. S. tax in suffi- 
cient amount, liability for an addi- 
tion to the tax at the rate of 6 per 
cent per annum upon the amount 
of the underpayment for the period 
of the underpayment would presum- 
ably be incurred, subject to the 
regular rules applicable in the case 
of declarations. 

Withholding: No withholding of 
U. S. income tax is required in any 
case where the employer, at the time 
of payment of remuneration, is re- 
quired by the law of any foreign 
country or possession of the United 
States (including Puerto Rico) to 
withhold income tax on such remu- 
neration. Accordingly, there is no 
double withholding of U. S. and 
foreign (or possession) income taxes. 
Mere agreements between the em- 
ployer and the employee whereby 


the estimated income tax of a for- 
eign country or possession is with- 
held from the remuneration in 
anticipation of actual liability under 
the laws of such country or posses- 
sion, where such withholding is not 
actually required under the laws of 
the foreign country or possessions, 
will not suffice to relieve the em- 
ployer from withholding U. S. tax. 

In addition, no withholding of 
U. S. income tax is required where, 
at the time of payment of remunera- 
tion it is reasonable for the employer 
to believe that such remuneration 
will be excluded from gross income 
on the basis of a period of foreign 
residence or presence, or that the 
employee will be a bona fide resident 
of Puerto Rico during the entire 
calendar year. 

The Treasury Regulations (Reg. 
120, section 406.226) provide that 
the employer may, in the absence 
of cause for a reasonable belief to 
the contrary, presume that remu- 
neration for services performed out- 
side the United States during the 
taxable year, or applicable portion 
thereof, will be excluded from gross 
income on the basis of foreign resi- 
dence or presence, for each taxable 
year in respect of which the em- 
ployee properly executes and files 
in duplicate with the employer a 
statement claiming such exclusion 
benefits. Forms for such statements, 
in the case of both foreign residence 
and foreign presence, are prescribed 
by the Regulations. The original 
of each such statement filed with 
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the employer should be transmitted 
to the District Director of Internal 
Revenue with the employer’s return 
on Form 941 for the quarter of the 
calendar year within which such 
statement is filed. The duplicate 
copy should be retained by the 
employer. 

In the case where the exclusion 
is based on foreign presence, where 
the $20,000 maximum limitation 
may be applicable, the Regulations 
provide that the above-stated pre- 
sumption shall not apply after the 
total payments made during the 
taxable year of the employee equal 
$20,000 or such lesser amount as 
may be allowable on the basis of 
the statement submitted by the 
employee. 

In the case of foreign residence 
where with respect to an employee, 
the employer was entitled to pre- 
sume for the two consecutive tax- 
able years immediately pfeceding 
the employee’s current taxable year 
that the exclusion was applicable, 
the employer may, if such employee 
is residing in a foreign country on 
the first day of such current taxable 
year, presume that such exclusion 
will apply to the current taxable 
year, in the absence of cause for 
reasonable belief to the contrary. 
Accordingly, no statement by the 
employee would have to be filed. 

With respect to an individual 
employed in Puerto Rico, the Regu- 
lations provide that the employer 
may, in the absence of cause for a 
reasonable belief to the contrary, 





presume that an employee will be 
a bona fide resident of Puerto Rico 
during the entire taxable year in 
every case except where the em- 
ployee is known by the employer 
to have maintained his abode at a 
place outside Puerto Rico at some 
time during the current or preceding 
taxable year. Even in the excepted 
case, the employer is entitled to 
make the presumption of residence 
where the employee files with the 
employer a statement (containing a 
declaration under the penalties of 
perjury that such statement is true 
to the best of the employee’s knowl- 
edge and belief) that such employee 
has at all times during the current 
calendar year been a bona fide resi- 
dent of Puerto Rico and that he 
intends to remain a bona fide resi- 
dent of Puerto Rico during the 
entire remaining portion of such 
current calendar year. 

The compensation of U.S. citi- 
zens employed abroad by United 
States employers is subject to the 
Federal Insurance Contributions 
Act. Accordingly, withholding of 
such taxes is required in the same 
manner as if the employees were 
working in the United States. Such 
compensation is not, however, sub- 
ject to the Federal Unemployment 
Tax Act. 

Foreign and Puerto Rico Income 
Taxes: In effect, income taxes im- 
posed by a foreign country or U. S. 
possession on a United States citi- 
zen may be claimed by the indi- 

(Continued on page 39) 
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SEC Accounting Practice and Procedure 


Mr. Rappaport has written and 
has just had published a book en- 
titled SEC Accounting Practice and 
Procedure. This represents the first 
comprehensive publication which 
has been written for accountants 
practicing in this specialized field. 
Mr. Rappaport has specialized in 
practice before the Securities and 
Exchange Commission since its in- 
ception over twenty years ago, and 
is especially qualified to write on 
this subject. The book codifies the 
voluminous body of SEC rules, regu- 
lations and pronouncements which 
up to now could be found only by 
reference to various scattered 
sources, many of which were not 
readily accessible, and, in addition, 
contains many interpretations and 
helpful suggestions designed to as- 
sist the accountant who is faced 
with the problem of certifying fi- 
nancial data for filing with the SEC. 

All of the chapters are of interest 
but two sections should be espe- 
cially of use to the practicing ac- 
countant. The first consists of three 
chapters dealing with registration 
procedure under the Securities Act 
of 1933 which carry the reader 
completely through the registration 
process, starting with preliminary 
conferences and ending with the ef- 
fectiveness of the registration state- 
ment and public offering of the 
securities. The role of the account- 
ant in relation to other parties par- 


ticipating in the preparation of a 
registration statement is fully dis- 
cussed. The continuing review of 
client’s financial affairs which is 
necessary while a registration state- 
ment is in process is fully explained. 
Procedure for review of uncertified 
statements included in the registra- 
tion is completely covered. Con- 
sideration of what constitutes ade- 
quate disclosure in view of the 
conditions under which a registra- 
tion statement may be expected to 
be utilized by a prospective investor 
is completely dealt with. The other 
section which will probably fre- 
quently be referred to by account- 
ants comprises two chapters devoted 
to the requirements of Regulation 
S-X, the basic accounting regulation 
applicable to all statutes adminis- 
tered by the SEC. These chapters 
review the individual requirements 
of the Regulation and describe and 
analyze each of them in detail. In 
addition, actual cases and SEC de- 
cisions which led to the promulga- 
tion of many of these requirements 
are cited as background material 
and as an aid to understanding the 
purposes of the prescribed account- 
ing requirements. 

Another chapter of especial inter- 
est deals with various accounting 
pronouncements by the SEC. This 
discusses concisely but comprehen- 
sively SEC views on specific ac- 
counting questions. 
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One chapter deals with the ac- 
countant’s certificate considered in 
the light of SEC requirements. This 
should prove to be very helpful since 
requirements of registration state- 
ments give rise to special problems 
relating to the manner in which the 
accountant should report. Another 
section of the book contains ex- 
amples of the various types of 
“review” letters which an account- 
ant is expected to furnish in connec- 
tion with a registration statement. 
There is also a chapter devoted to 
SEC considerations as to what con- 
stitutes an accountant’s independ- 
ence, particularly when more than 
one firm is involved. 

In addition to requirements af- 
fecting accountants in connection 
with a registration statement under 


the Securities Act of 1933 there are 
included the requirements for finan- 
cial statements which are to be 
included in annual reports and regis- 
tration statements under the 
Securities Exchange Act of 1934 and 
in proxy statements which are also 
subject to that statute. 

There is also a very informative 
chapter devoted to pro forma finan- 
cial statements. ; 

Another chapter describes proce- 
dure for listing on securities ex- 
changes. Since this is a matter 
which accountants encounter rather 
infrequently, and therefore have not 
had much opportunity to acquire 
familiarity with through practice, 
this chapter should be of consider- 
able aid. 





Depreciation Under New Regulations 


(Continued from page 17) 


not at any time exceed the accu- 
mulated depreciation that would 
have resulted from applying the 
declining balance method at 200 
per cent of the straight-line rate. 


CONCLUSION 


It is the personal knowledge of 
this writer that the new depreci- 
ation regulations are the fruition of 
cooperation between the Service 
and the taxpayer. Taxpayers sub- 
mitted proposals and these pro- 


posals received serious consideration 
from the Service. Informal con- 
ferences were held. This kind of 
cooperation must inevitably lead to 
a clearer understanding of tax law 
and the regulations under which 
the law is administered. The rev- 
enue is a life-blood of the national 
economy, and its protection and 
preservation depend upon coopera- 
tion and understanding. The Serv- 
ice personnel who were instrumental 
in the drafting of the regulations, 
and all those who assisted, are to 
be complimented. 
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Editorials 


Harry N. Case 


Words cannot adequately describe 
the deep sense of loss which his 
partners and associates in the firm 
experienced upon the death of 
Harry N. Case on May 25, 1956. 
Not only will we and the clients he 
served miss his warm and friendly 
personality, but also the soundness 
and high quality of his advice on 
professional and business problems. 
A fine technician, tempered with a 
sense of the practical, his passing 
at the age of 43 brings to an early 
close a career which seemed des- 
tined for a brilliant future. 

Mr. Case was born in Brooklyn, 
New York, in December, 1912, but 
spent most of his youth in the 
Finger Lakes district of New York 
State. He attended the University 
of Alabama and Ohio State Uni- 
versity and was graduated from the 
latter in 1936 with a B.S. degree. 
He joined the staff of our New York 
office in September 1936, received 
his initial certificate as a certified 
public accountant, in New York, in 
1939 and was admitted to partner- 
ship in the firm in 1947. 

In addition to his many business 
responsibilities, Mr. Case took a 
prominent part in other professional 
activities. He was a member of the 
American Institute of Accountants, 
The New York State Society of 
Certified Public Accountants, the 


Institute of Internal Auditors, the 
National Association of Cost Ac- 
countants, the American Account- 
ing Association and the New York 
Board of Trade. He was also a 
member, until just prior to his 
death, of the American Institute’s 
Committee on Auditing Procedure. 
Mr. Case and his family made 
their home in Rowayton, Connecti- 
cut. He is survived by his widow, 
Mary McGee, and two daughters, 
Joan and Susan, to whom we extend 
our deepest sympathy. 
RI eee 


Regional Meetings 


Regional meetings of partners and 
staff were again held this year in 
New York, May 7 and 8, in Monte- 
cito, California, May 23, 24 and 25, 
and in Chicago on May 28 and 29, 
Each meeting was attended by per- 
sonnel from our various offices in 
those areas; a total of about 225 
persons was present. Messrs. 
Campbell, Warner and Burke led 
the discussions at the respective 
locations, and Messrs. W. R. Staub, 
Potter, Batzer, Walker, Fox and 
Ankers gave talks on various sub- 
jects. The topics were the recent 


developments and activities of the 
American Institute’s Committees on 
Accounting Procedure and Auditing 
Procedure, improvement in the ad- 
ministration of audits, and the 
services rendered by our Manage- 
The 


ment Services Department. 
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discussions were freely participated 
in by all of those present. 


The Lybrand Awards for 
Cost Accounting Literature 


The Seventh Annual Awards of 
a Gold Medal, a Silver Medal and 
twenty-five Certificates of Merit to 
authors of outstanding articles in 
the field of cost accounting literature 
have been made for 1956 by a com- 
mittee consisting of Mr. Carl E. 
Lindquist, Telephone Comptroller 
of Western Electric Co., Inc., Mr. 
Donald M. Magor, Vice President 
and Controller of York Corporation, 
and Dr. Robert L. Dixon, Professor 
of Accounting at the University of 
Michigan. These awards are pro- 
vided annually by the partners of 
Lybrand, Ross Bros. & Montgomery 
in honor of William M. Lybrand, 
who devoted thirty-six years of 
service to further the aims of the 
National Association of Cost Ac- 
countants. 

The first place medal was won by 
Eugene R. Donat, computer pro- 
gramming analyst with Collins Ra- 
dio Co., Cedar Rapids, Iowa, for his 
Article ‘“A Progress Report on Our 
Computer Installation.”” The second 
place medal was awarded to Leland 
G. Spencer, specialist in budgets and 
measurements, Plastic Department 
of the General Electric Company, 
Pittsfield, Mass., for his paper en- 
titled ‘“‘Considering Length of Run 
in Product Costing.’”’ Twenty-five 


Certificates of Merit were also 
awarded. 





Presentation of the Medals and 
Certificates of Merit was made at 
the annual dinner of the N.A.C.A. 
June 27 at the Conrad Hilton Hotel, 
Chicago, in connection with the As- 
sociation’s thirty-seventh annual 
international cost conference. 


Adam Averell Ross Prizes 


In 1939, Mr. T. Edward Ross, in 
memory of his brother, established 
annual prizes for outstanding stu- 
dents of the Wharton School of 
Finance and Commerce of the Uni- 
versity of Pennsylvania. 

The 1955-56 prize to the graduat- 
ing senior who showed the most 
promise in the field of accounting 
went to Robert H. Geer, of Reading, 
Pa. 

The prize to the student who ma- 
jored in accounting in the Graduate 
Division of Business Administration 
and who presented the best thesis 
for the Master of Business Admin- 
istration degree was awarded to 
Robert Franklin Ceisler, of Forest 
Hills, N. Y. 


The Montgomery Prize 


Colonel Montgomery established 
in 1916 a prize to be awarded an- 
nually to that member of the gradua- 
tion class of the School of Business 
of Columbia University who special- 
ized in accounting and who was 
deemed by the staff of the School 
to be the most proficient in all 
courses. The prize was awarded for 
1956 to Mr. Jacob Adler. 
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Birmingham Office 


Mr. Paul F. Halloran has been 
reappointed to serve as a member of 
the Birmingham Chamber of Com- 
merce Development Committee, 
which is known nationally as the 
“Committee of 100.” 


Boston Office 


Mr. Walker has been elected as 
President of the Massachusetts So- 
ciety of C.P.A.’s. 

Mr. Hunter is again serving as 
Treasurer of the Greater Boston 
Chamber of Commerce. 

On May 17, 1956, Mr. Stuetzer 
participated with a life insurance 
man, a member of the bar and a 
trust officer in a one-act play dealing 
with estate planning. The play was 
presented before the Spring meeting 
of the New Hampshire Estate Plan- 
ning Council in Manchester, New 
Hampshire. On May 29, he took 
part in a closed circuit television 
presentation staged by the Greater 
Boston Chamber of Commerce for 
presentation to its annual dinner 
and meeting. He reported on the 
activities of the Chamber’s state af- 
fairs committee, of which he is 
Chairman. 

Mr. Edward T. Hanley has re- 
ceived his Massachusetts C.P.A. 
Certificate. 

Sunny skies and summer weather 


greeted the Boston Office personnel 
and guests at the sixth annual out- 
ing held at the Mayflower Hotel, 
Manomet Point, Plymouth, Massa- 
chusetts on June 22. The program 
included golf at Plymouth Country 
Club, tennis, soft ball and swim- 
ming, luncheon at the outdoor pa- 
vilion at the beach, social hour and 
dinner at the hotel. Following the 
dinner, the group was greeted by 
Mr. Perry and prizes were awarded 
for the various activities of the day, 
with musical interludes by members 
of the staff. Included among the 
guests were Mr. Shegog of the New 
York Office and Mrs. Shegog. Danc- 
ing and bridge completed a thor- 
oughly enjoyable day. 


Chicago Office 

Mr. Burke is a Director of both 
the Chicago Chapter of N.A.C.A. 
and the Illinois State Society of 
C.P.A.’s. He is Director of Pub- 
licity of N.A.C.A. and Chairman of 
the Technical Meetings Committee 
of the Illinois Society, and a mem- 
ber of the committee which planned 
the joint meeting held in May of 
the Illinois Society and the Chicago 
Control of the Controllers’ Institute. 
Mr. Burke appeared in a question- 
and-answer tax broadcast with the 
President of N.A.C.A. 

Mr. Staub is a member of the 
Committee on Accounting and Au- 
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diting Procedures of the Illinois 
Society, served as Chairman of the 
Accountants’ Group in the Heart 
Fund Campaign this year, and is 
also Chairman of the Accountants’ 
Group in the U.S.O. fund-raising 
campaign. 

In March, Mr. John Nichols, one 
of the senior Vice Presidents of the 
Continental Illinois National Bank, 
arranged a luncheon at the bank in 
honor of Mr. Russell. The luncheon 
was attended by eight of the bank 
officials and the three partners and 
Mr. Conrad from this office. 

Mr. C. B. Absher is a member of 
the Randolph Commission which 
was set up by the Illinois legislature 
to study cooperation among gov- 
ernmental bodies in the Chicago 
area. 

Mr. E. S. Harris spoke in March 
to the Northern Illinois Chapter of 
the National Machine Accountants 
Association. 


Cincinnati Office 


As President of the Ohio Society 
of C.P.A.’s, Mr. Dennis presided 
over the Thursday morning techni- 
cal session of the 19th Annual In- 
stitute on Accounting sponsored by 
Ohio State University, and the 
luncheon that followed. He also 
presented, at the Friday luncheon, 
the first scholarship awarded by the 
Hermann C. Miller Memorial Fund. 
This scholarship will be given each 
year to a graduate accounting stu- 
dent at Ohio State University. 


Mr. Dennis is again serving as a 
member of the Men’s Finance and 
Advisory Committee of the Cincin- 
nati and Hamilton County Council 
of Girl Scouts. He was the principal 
speaker following the initiation and 
dinner meeting of Beta Alpha Psi 
in the Students Union Building at 
the University of Cincinnati on 
March 29. His topic was Oppor- 
tunities in Public Accounting. 

Mr. Waterfield was guest speaker 
before the Xavier University Ac- 
counting Society on Friday, Febru- 
ary 17. His topic was Opportunities 
in Public Accounting as a Profession. 

Mr. Robert W. Davis has been 
elected Secretary-Treasurer of the 
Cincinnati Chapter, Ohio Society of 
C.P.A.’s. 

Mr. Abner J. Starr was a member 
of the Budget and Finance Com- 
mittee during the 60th Annual 
Credit Congress of the National 
Association of Credit Men held in 
Cincinnati during May. On March 
29, he addressed the Cincinnati 
Chapter, Institute of Internal Au- 
ditors on the Relationship between 
the Public Accountant and the In- 
ternal Auditor. 

The annual golf party of the Cin- 
cinnati Office was held on Tuesday, 
June 19, at the Maketewah Country 
Club. The meeting this year in- 
cluded, by invitation, several for- 
mer staff members, most of whom 
had taken positions with our clients. 
The usual social period was followed 
by dinner. Mr. Robert W. Davis 
distributed the golf prizes and once 
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again it was discovered that Mr. 
Abner J. Starr was low gross. It 
has just about been decided that 
Mr. Starr is “unbeatable” in the 
Cincinnati office golf circle. 


Cleveland Office 


Mr. Noell has been elected Vice 
President of the Cleveland Chapter 
of the Ohio Society of C.P.A.’s. 

Mr. B. Talmage is the new Sec- 
retary of the National Association 
of Cost Accountants, Cleveland 
Chapter. 

In March Mr. P. Colleran ad- 
dressed the Lions Club of Berea on 
the subject ‘Federal Income Tax 
Returns of Individuals.” 

Mr. G. J. Barker was elected a 
member of the Ohio Society of 
C.P.A.’s. 


Detroit Office 


We regret to report the death of 
Mr. Angelo J. Metropole on May 
19, 1956. Angelo served in the 
Detroit and Los Angeles offices of 
the firm from 1936 to 1947, and 
after a period of service with indus- 
trial companies in the Detroit area, 
returned to the Detroit Office staff 
in January of this year. His death 
came as a great shock to the entire 
office for he was well liked by all 
of his associates. He is survived 
by his wife and one daughter. 

| Se PSE 


Mr. Fox addressed the Dayton 
Chapter of the National Associa- 


tion of Cost Accountants on Janu- 
ary 17, 1956 on “Inventory Pricing 
for Changing Economic Condi- 
tions.” 

Mr. L. J. Wilson participated in 
panel discussions between officials 
of the Internal Revenue Service 
and the National Association of 
Cost Accountants on Radio Station 
WWJ on February 27 and March 5, 
1956. 

Mr. McCullough addressed the 
American Society of Women 
Accountants in Cleveland on April 
19, 1956 on “Operations Research 
and the Accountant.” 

On Friday, June 29, 1956, the 
Annual Golf Party of the Detroit 
Office was held at the Western 
Golf and Country Club. Attend- 
ance consisted of all the staff and 
partners of the Detroit Office and 
approximately fifty-two guests. 
Don Curfman repeated as winner 
of the Russell Cup with a score of 
82 as low gross. 


Los Angeles Office 


Mr. Warner addressed the Los 
Angeles Bank Credit Men’s Asso- 
ciation of Los Angeles on March 8, 
1956 on the subject of ‘““Taxes and 
Renegotiation Liabilities in Credit 
Analysis.” 

Mr. Warner has been nominated 
as Vice President of the Los Angeles 
Chapter of the California Society of 
C.P.A.’s and elected a director of 
Annandale Golf Club, Pasadena, for 
a three-year term. 
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Mr. Bowles addressed the South- 
eastern Area Luncheon Group of the 
local N.A.C.A. Chapter on January 
25, on the topic “Doing a Better 
Accounting Job.” He has been 
nominated a Vice President of the 
California Society of C.P.A.’s, and 
appointed chairman of the audit 
committee of the local chapter of 
N.A.C.A. and a member of the 
Board of Governors of the Lanaca 
Toreadors Club. 

Mr. Pearson is serving on the 
annual tax conference committee 
of the local chapter of the C.P.A. 
Society. 

Mr. J. Walker Voris has been 
elected Secretary of the Los Angeles 
Chapter of N.A.C.A. and Treasurer 
of the Systems and Procedures 
Association of Los Angeles. He is 
the author of an article entitled 
“Random Observation,” published 
in the February, 1956, issue of 
“Systems and Procedures Quart- 
erly,” national magazine of the 
Systems and Procedures Associa- 
tion of America. 

Mr. Sherman Harper has passed 
his California C.P.A. examination. 


New York Office 


Mr. Campbell was reappointed 
as a member of the State Board of 
Certified Public Accountant Ex- 
aminers. 

Mr. Bardes has been appointed 
a member of the Alumni Visiting 
Committee for the Graduate School 


of Business Administration of New 
York University. 

Mr. Richardson was Chairman 
of the Monday, June 4, meeting 
of the Twenty-Third Annual Con- 
ference of the New York State 
Society of C.P.A.’s. The topic was 
Tax Planning for Closely-Held 
Corporations. 

Mr. Batzer spoke at the May, 
1956 meeting of the Buffalo Chapter 
of the New York State Society of 
Certified Public Accountants on the 
subject of public relations. 

The annual golf outing was held 
at Montclair Golf Club on June 11, 
attended by the partners and staff 
of the New York office, and by 
several guests from the Phila- 
delphia office. Perfect June wea- 
ther was provided for the benefit 
of the numerous golfers and other 
sportsmen. After a gala dinner, 
the proceedings were presided over 
by Mr. Jennings, who awarded 
numerous prizes to the deserving 
recipients to the enjoyment of all. 

Messrs. David Cohen and Donald 
Krell successfully completed the 
November, 1955 C.P.A. examina- 
tions. 


Philadelphia Office 


Mr. Mahon spoke at the Agri- 
cultural and Mechanical College 
of Texas, College Station, Texas, 
on April 17th, on the subject 
“Management Aspects of Taxation.” 

He also acted as one of the co- 
conductors of the workshop seminar 
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on ‘Tax Planning and Administra- 
tion” of the American Manage- 
ment Association held in New York 
City on May 24th and 25th. 

Mr. Hewitt has been nominated 
as Vice President of the National 
Association of Cost Accountants. 

Mr. Hewitt addressed the Tren- 
ton, N. J., Chapter of N.A.C.A. on 
May 8th on “The C.P.A.’s Rela- 
tionship to the Industrial Account- 
ant.” 

Mr. Herman C. Heiser addressed 
the York, Pa., Chapter of the 
National Association of Cost 
Accountants on April 18th on 
“Streamlining Accounting Proce- 
dures for Automation.” 

Mr. Harold G. Hunsberger spoke 
before the Philadelphia Chapter of 
the National Tabulating Society on 
February 23rd on the _ subject 
“Integration of Data Processing.” 

Mr. James P. Tyler on May 24th 
addressed the Accounting Section 
of the Regional Hospital Associa- 
tion (Delaware, Maryland and Dis- 
trict of Columbia) in Baltimore, 
Md., on the subject “What To Do 
Before the Auditor Arrives.” 

The following members of the 
Philadelphia office staff have suc- 
cessfully passed the Pennsylvania 
C.P.A. examination held last 
November: 


Richard E. Gilbert 
Robert F. Hartman, Jr. 
George L. Simmon 
Harry J. Spellman 


Tavistock Country Club, Had- 


donfield, New Jersey, was again 
the setting for the annual Phila- 
delphia office outing. 

Golf, softball, and other ‘“‘exhi- 
bitions’’ were undertaken with 
plenty of enthusiasm by most of 
the male members of the Phila- 
delphia organization, guests from 
the New York office and some 
former staff members now with 
clients. 

At dinner, John Moneta acted 
as M.C. (with lots of help from his 
“friends’”). John Hood III, was 
presented with a clock in recogni- 
tion of 25 years of service with the 
firm. Carl Anderson won the Haas 
Trophy for the low net golf score; 
and Brit Miller, as usual, received 
the prize for low gross. Glenn 
Petty and Woody Chandler were 
given prizes for something or other, 
and awards were also made for 
various outstanding performances. 

The Adam Averell Ross Me- 
morial Golf Trophy, won last year 
by Bob Emsley, will again be 
competed for by the eight low 
gross scorers of the day. 


Pittsburgh Office 


Mr. Marsh has been appointed 
to the Finance Committee of the 
Pittsburgh Bicentennial which has 
undertaken the task of raising 
$1,500,000 for the celebration of 
Pittsburgh’s 200th birthday anni- 
versary in 1958. 

Mr. James E. Gelbert partici- 
pated in a round table discussion 
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of “Corporate Tax Problems” at 
the 10th Annual Tax Seminar held 
at The Pennsylvania State Uni- 
versity on May 28, 1956. He also 
spoke on “Depreciation” at the 
Virginia Conference on Federal 
Taxation at the University of 
Virginia on June 14, 1956. 

Mr. Ralph P. Kulzer has been 
elected to the Executive Committee 
of the Pittsburgh Chapter, Penn- 
sylvania Institute of Certified Public 
Accountants for a two-year term. 

The annual golf outing of the 
Pittsburgh office was held at Oak- 
mont Country Club on June 8. 
With the weather cooperating, the 
staff and former staff members had 
a very enjoyable day. ‘“Outstand- 
ing performance” prize winners in- 
cluded Messrs. Harry D. Hyatt, Jr., 
Harvey H. Levine, Ralph R. 
Crosby, Jr., and Thomas J. O’ Reilly. 
The low gross trophy was won by 
Mr. James E. Gelbert. 

In connection with the program 
of the Pittsburgh Chapter of the 
Pennsylvania Institute of C.P.A.’s 
to interest college students in 
careers in public accounting, Mr. 
Kenneth P. Johnson spoke to 
students at The Robert Morris 
School on April 20th and West- 
minster College on April 23rd, 
and Mr. Ralph P. Kulzer spoke to 
students at The Pennsylvania State 
University on April 18th. 





San Francisco Office 


After many years of devoted 
service with L. R. B. & M., be- 
ginning in 1919 when he was 
associated with the late Colonel 
Montgomery, Robert Buchanan re- 
tired on April 15, 1956. A staff 
dinner honoring him was given at 
the Bohemian Club. Mr. Buchanan 
plans to move to Southern Cali- 
fornia, where he claims he will have 
more sunshine. 

Mr. Richard Smith spoke on 
general accounting before an open 
forum at the May meeting of the 
Denver Chapter of Beta Alpha Psi. 

Mr. Walter Draewell led a dis- 
cussion on construction accounting 
at the April meeting of the San 
Francisco Chapter of the California 
Society of C.P.A.’s. 

Mr. Giles talked on the account- 
ing aspects of mergers at a recent 
meeting of the Harvard Luncheon 
Club. 


Tulsa Office 


Mr. McKibben was one of the 
N.A.C.A. study group leaders on 
reports to management, partici- 
pated as one of four panel members 
at two different conferences for 
small businessmen held by the 
University of Tulsa, and has been 
asked to serve again on the Com- 
munity Chest Budget Committee. 
In addition to completing his fourth 
year of teaching on the staff of the 
University of Tulsa, Downtown 
Division, he has just completed a 
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year’s service as Vice President of 
the Tulsa Chapter of C.P.A.’s, and 
Trustee of the Oklahoma Society 
of C.P.A.’s. 

Mr. Paul S. Lovoi acted as chair- 
man of the Audit Committee for 


the Tulsa Philharmonic Mainten- 
ance Fund Campaign in May, 1956. 

Mr. Herbert F. Holden has been 
awarded his Oklahoma C.P.A. cer- 
tificate. 





United States Income Tax Aspects of Employment of U. S. 


Citizens in Foreign Countries and Puerto Rico 


(Continued from page 27) 
vidual as a credit against his U. S. 
tax liability to the extent that such 
foreign or possession income tax is 
imposed on income other than in- 
come excludable for U.S. income 
tax purposes. The credit with re- 
spect to any one country or pos- 
session is limited under the Internal 
Revenue Code to the U.S. income 
tax otherwise determined, multi- 
plied by a fraction the numerator 
of which is the taxable income de- 
rived from sources within such 
country or possession and the de- 
nominator of which is the taxpayer’s 
taxable income from all sources. 


CRO 


The credit against the tax cannot 
be claimed unless the taxpayer item- 
izes his deductions (instead of using 
the standard deduction) on the 
return. 

As an alternative to claiming 
credit against U.S. tax for foreign 
or possession income taxes, the tax- 
payer may deduct such amounts 
from taxable income in determining 
his U.S. tax liability. Where the 
exclusion applies with respect to all 
or a large portion of a taxpayer’s 
income from a particular country, 
the taxpayer with other taxable in- 
come may benefit by taking the 
deduction instead of the credit. 
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